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BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA 
Application of San Diego Gas & Electric Company 
(U 902 M) for Authority, Among Other Things, to 
Increase Rates and Charges for Electric and Gas 
Service Effective on January 1, 2016. 

Application No. 14-11-003 
(Filed November 14, 2014) 

Application of Southern California Gas Company  
(U 904 G) for Authority to Update its Gas Revenue 
Requirement and Base Rates Effective on January 
1, 2016. 

Application No. 14-11-004 
(Filed November 14, 2014) 

OPENING COMMENTS ON THE PROPOSED DECISION OF SAN DIEGO GAS & 
ELECTRIC COMPANY (U902M) AND SOUTHERN CALIFORNIA GAS COMPANY (U904G)

I. INTRODUCTION 
Pursuant to Commission Rule 14.3, SDG&E and Southern SoCalGas (jointly, Applicants) submit 

these comments on the May 19, 2016 PD of ALJs John Wong and Rafael Lirag.  Applicants thank the 

ALJs for their conscientious consideration of the issues throughout this proceeding.   

The PD offers troubling findings and rulings that fail to acknowledge or apply the important 

constitutional legal principles that form the very foundation of regulatory ratemaking.  The PD’s failure 

to apply the retroactive ratemaking doctrine amounts to legal error, and incorrectly adjusts the 

Applicants’ revenue requirements downward by roughly $21 million for SDG&E and $20 million for 

SoCalGas.  The PD also erred in converting factually incorrect extra-record argument with no 

evidentiary basis into misguided and dangerous policy precedent for Applicants’ ICP, contrary to the 

Commission’s policies on safety and longstanding regulatory law.  If not corrected, the PD would limit 

Applicants’ ability in being able to timely and appropriately incent the proper employee behavior to 

drive safety.   

A. The PD Must Be Corrected to Address These Legal and Factual Errors. 
To correct errors, the PD must be modified as follows:   

Tax Repairs Deduction:  Correct the PD to acknowledge and apply the law on retroactive 
ratemaking, removing the rate base reduction and the discussion regarding Rule 1 and distinguishing 
Applicants’ factual circumstances according to the record in this case and in the GRC 2012 case; or, 
at minimum, implement alternative measures as discussed herein.  The tax memorandum account 
language should be revised to match the Edison outcome. 

Bonus Depreciation:  Modify the PD to adopt the TY 2016 Settlement Agreements without any 
adjustments to account for bonus depreciation impacts that arose after the settlements were executed, 
as set forth in concurrently filed joint comments; alternatively, align the PD with Resolution L-411 
and adopt the same memorandum account treatment for bonus depreciation as authorized for PG&E. 



2

ICP:  Correct the PD to eliminate all discussion, findings of fact and conclusions regarding ICP that 
is not supported by the evidentiary record in this case, i.e., adopt only the Settlement Agreement 
amounts for ICP.   
Miscellaneous Modifications:  The PD should be corrected to: (1) adopt Applicants’ Post-Test Year 
Settlement Agreement, as set forth in ORA’s concurrently filed comments; (2) clarify acknowledging the 
adoption of SDG&E’s Performance Based Ratemaking proposal as filed; (3) update the RO model 
and (4) other Ordering Paragraph Modifications.   

To understand the PD’s errors, it is helpful to review the due process and public policy 

underpinnings behind the regulatory environment in California, and why certainty in the process and law 

is important to utilities, customers, investors, and regulators.  The Commission takes the place of the 

market in an unregulated environment, and sets “just and reasonable” rates based on the well-established 

principle that a “utility is entitled to all of its reasonable costs and expenses, as well as an opportunity to 

earn a rate of return on the utilities’ rate base”1 according to the utility’s Fifth Amendment rights.2

While an unregulated company is able to react to cost changes closer to real time, subject to market 

forces, utilities instead must rely on the litigated process set forth via regulatory proceedings to establish 

and prove their forecasted business costs.  Applicants use a forecasted test year methodology for the cost 

of service portion of their general rate case, which provides the Commission with a “snapshot in time” 

of all of their forecasted costs over the test year period, for every aspect of the business.  The 

Commission’s cost of capital proceeding is separately designed to provide the utility with a return on 

equity sufficient to attract capital from the market to invest in necessary infrastructure, to provide safe 

and reliable service to customers.   

However, as the Commission has stated, although “the utility is generally entitled to its 

reasonable costs and expenses,” it is only offered “the opportunity, but no guarantee, to earn a rate of 

return on the utility’s rate base.”3  This means that a utility must be well-managed in order to earn its 

authorized rate of return.  The forecasted test year is designed to provide utility management with the 

flexibility to make important resource allocation decisions within the rate case cycle, to provide safe and 

reliable service, as well as to provide incentives for the utility to maintain reasonable efficiency in safely 

1 D.03-02-035, 2003 Cal. PUC LEXIS 93 at *10; see also D.14-08-011, at 31 (“‘[T]he basic principle [of 
ratemaking] is to establish a rate which will permit the utility to recover its cost and expenses plus a reasonable 
return on the value of the property devoted to public use[,]’ (quoting Southern California Gas Company v. Public 
Utilities Commission (1979) 23 Cal.3d 470, 476)”). 
2 U.S. Const. amend. V; see, e.g., Missouri ex rel. Southwestern Bell Tel. Co. v. Public Service Comm’n, 262 U.S. 
276, 290 (1923) (Brandeis, J., concurring) (“The thing devoted by the investor to the public use is not specific 
property, tangible and intangible, but capital embarked in the enterprise.  Upon the capital so invested the Federal 
Constitution guarantees to the utility the opportunity to earn a fair return.”); see also Cal. Const. Art. I § 7.  
3 D.12-11-051 at 10.
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serving customers.  Efficiency gains are captured in the next rate case, to become ratepayer benefits in 

the next rate case and beyond.4  If a utility is well-managed, investors will also have incentives to 

continue to provide capital, so that consumers continue to receive safe, reliable service at just and 

reasonable rates.  Thus a well-managed, consistently regulated, financially strong and healthy utility, as 

compared to other utilities, matters to our customers, because “positive investor perceptions, and by 

proxy our resulting financing ability, have the potential to change overall investment risk and should 

result in lower long-term debt rates, now and in the future.”  (Ex. 200 Schlax at 6.) 

B. Due Process Requires Ratemaking to Operate Prospectively, Not Retroactively.
The PD’s failure to correctly acknowledge and apply the retroactive ratemaking doctrine 

amounts to constitutional and statutory legal error.  The retroactive ratemaking doctrine is based on 

well-established due process principles that form the basis for public utility regulation and ratemaking in 

federal and state jurisdictions.  Due process requires that legislation is prospective in nature.5

Ratemaking is a legislative function, and must operate prospectively.  When a public utilities 

commission approves a lawful rate, it creates a legitimate expectation that the utility can collect that rate 

until it is changed prospectively.  And due process requires regulators to honor distinct, investment-

backed expectations.  As the U.S. Supreme Court has recognized, unexpected and inconsistent 

regulation increases risk in the utility investment market could raise Fifth Amendment issues:   

The risks a utility faces are in large part defined by the rate methodology because utilities are virtually 
always public monopolies dealing in an essential service, and so relatively immune to the usual market 
risks.  Consequently, a State's decision to arbitrarily switch back and forth between methodologies in a 
way which required investors to bear the risk of bad investments at some times while denying them the 
benefit of good investments at others would raise serious constitutional questions.6

Because these constitutional due process principles apply universally, the prohibition on 

retroactive ratemaking provides predictability, finality and stability to the public utility industry.

4 For example, Sempra Energy launched an efficiency initiative on April 5, 2016 across all business units, seeking 
employee-driven new, innovative, and forward-looking ideas, including but not limited to ideas to simplify, 
improve efficiency, and optimize operations. 
5 Strauss v. Horton, 46 Cal.4th 364, 473 (Cal. 2009); McKeon v. Hastings College, 185 Cal.App.3d 877, 888 (Cal. 
App. 1st Dist. 1986)(finding that administrative regulations are construed prospectively to avoid a declaration of 
unconstitutionality).    
6 Duquesne Light Co. v. Barasch, 488 U.S. 299, 315 (1989); see also Verizon Communications, Inc. v. FCC, 535 
U.S. 467, 527 (2002) (“[T]here may be a taking challenge distinct from a plain-vanilla objection to arbitrary or 
capricious agency action if a rate making body were to make opportunistic changes in rate setting methodologies 
just to minimize return on capital investment in a utility enterprise.”).   
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Conversely, a regulators’ failure to appropriately apply the retroactive ratemaking doctrine threatens the 

stability, predictability, and finality that provides investor incentives, as the D.C. Circuit noted in 

applying the retroactive ratemaking doctrine in CPUC v. FERC:

Refund of such property, or its earnings, would effectively force [the utility] to return a portion of 
rates … This kind of post hoc tinkering would undermine the predictability which the doctrine 
seeks to protect. The [Natural Gas] Act's limited provision for refunds reflects a congressional 
determination that parties in the industry need to be able to rely on the finality of approved rates, 
and that this interest outweighs the value of being able to correct for decisions that in hindsight 
may appear unsound. 7

The D.C. Circuit also noted that failing to correctly apply the retroactive ratemaking doctrine threatens 

regulation’s ability to accurately serve as a proxy for market forces (id.):

The rule against retroactive ratemaking also tends to make this highly regulated market 
approximate ordinary ones, where, for example, General Motors may not, after a sale, demand 
another $500 to cover its costs, and a buyer may not demand a refund because he just discovered 
that a competitor had been offering similar cars for less. The doctrine is, of course, a two-way 
street.  It bars the “Commission's retroactive substitution of an unreasonably high or low rate with 
a just and reasonable rate.”

The PD’s claim that a just and reasonable rate requires hindsight correction is exactly backwards:  

“Merely because the timing of the change in accounting method fell between GRC reviews does not 

mean the utility should receive the benefits of such timing.”  (PD at 194.)  The timing of the change is 

exactly why the PD’s rate base reduction is unjust. A just and reasonable rate, by law, is not subject to 

retroactive ratemaking.  Finality in rates is exactly what due process requires.

C. Due Process Requires the Commission to Follow Its Own Rules and Procedures. 
As discussed above, Applicants rely on the litigated process in CPUC proceedings to establish 

and prove their forecasted costs of doing business.  Just as investors rely on a stable regulatory process, 

Applicants also rely on consistency and reliability in Commission procedures in order to plan and safely 

and reliably serve their customers.  The constitutional bounds of due process require the Commission to 

proceed in a manner required by law and to follow its own rules8 and in a timely fashion as required by 

statute.  Commission rules and processes should remain stable and predictable, so that Applicants have 

notice of the applicable rules and how to follow them; Applicants can expect consistency and fairness in

how the rules are applied; and Applicants can expect finality in their established rates.

7 Cal. Pub. Util. Comm’n v. FERC, 894 F.2d 1372, 1383 (D.C. Cir. 1990) (emphasis added; quotes omitted).     
8 See Southern Cal. Edison Co. v. PUC, 140 Cal.App.4th 1085, 1106 (2006) (annulling the Commission’s 
decision where the Commission failed to proceed in the manner required by law, in departing from the scoping 
memo and violating its own procedures). 
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The PD’s incorrect conclusions on tax repairs not only constitute retroactive ratemaking, they are 

founded in a faulty process, retroactively applied.  The PD’s claims that Applicants had a duty under 

existing Commission procedures to update information well beyond what the Rate Case Plan requires 

are incorrect, and in addition would create the potential for a never-ending rate case, to the detriment of 

Applicants and customers.  Similarly, the PD’s entire discussion on ICP is factually incorrect, as a result 

of due process failings.  The PD prejudges issues that are not within the scope of the proceeding and not 

on the record in this case, which could, if not corrected, interfere with Applicants’ ability to improve 

safety via timely incentives for proper employee behavior, thus confounding the Commission’s policies 

and longstanding legal precedent promoting safety and settlement.  The PD’s potentially disastrous 

result stems from haphazard post-hearing and post-settlement procedures, inconsistent with due process, 

which do not form a solid foundation for the Commission’s final decision.  To uphold the PD would 

vitiate the very purpose of the Commission’s hearing procedures, which is to develop record evidence, 

tested through cross-examination and orderly process that can support its findings of fact and a reasoned 

decision.  Instead, the Commission should adopt the Settlement Agreements regarding ICP, which 

resolve all contested ICP issues, and are grounded in the record. 

D. Due Process Requires A Presumption of Good Faith. 
Good faith should be presumed on Applicants’ part, in the absence of evidence to the contrary.9

But the PD is tinged throughout with suggestions and hints of impropriety on Applicants’ part, with no 

basis in the record.  For example, Rule 1.1 is discussed in the context of the PD’s Tax Repairs section 

with no evidentiary basis of wrongdoing.  Similarly, the PD’s ICP discussion evokes claims of 

“perverse” ICP incentives and financial “rewards” for “unsafe incidents” – without a shred of 

evidentiary support.  These baseless conclusions run afoul of due process.  Further, the Commission “is 

not the owner of the property of public utility companies,” and should not substitute its own hindsight 

judgment for that of a “board of directors [exercising] proper discretion about [a] matter requiring 

business judgment”10 – particularly where there is no evidence to support it.  This is consistent with the 

Commission’s longstanding policy not to micromanage Applicants’ business decisions, including 

compensation, which should be upheld in the final decision.    

9 See West Ohio Gas Co. v. PUC, 294 U.S. 63, 72 (1935) (“Good faith is to be presumed on the part of the 
managers of a business.”).   
10 Missouri ex rel. Southwestern Bell Tel. Co. v. Public Service Comm’n, 262 U.S. 276, 288-89 (1923). 
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II. TAX REPAIRS DEDUCTION  
Notwithstanding the unique record facts in this case, the PD essentially follows the decision 

rendered in Edison’s 2015 GRC on this tax issue.11  For example, the discussion of the Z-Factor 

contained in both the Edison decision and the PD (at 200) displays clear error by maintaining that 

Applicants’ voluntary election to change their accounting methodology would meet the stringent 

requirements of a Z-Factor event.  The voluntary election made by Applicants here would fail to meet 

multiple Z-Factor criteria, because, for example: (i) there was no exogenous event, (ii) there was no cost 

impact beyond the utility’s control, and (iii) the change was made in the normal course of doing 

business.12 See D.15-11-021 at 460.

If the Commission intends to treat Applicants in the same manner as it treated Edison on the tax 

repairs deduction issue, the PD must be modified to achieve that consistency.  Further, the Commission 

has no cause or factual foundation for a Rule 1 concern.13  That language should be removed because it 

is unjustified, lacks foundation in the record, and is highly prejudicial. Applicants’ followed the 

Commission’s own Rate Case Plan14 and Rules of Practice and Procedure.  Furthermore, a change in 

circumstances should not necessarily reflect a material change in revenue requirement.15

A. The PD does not analyze Applicants’ unique facts in the 2012 GRC. 
While Applicants believe the Commission reached the wrong result in the Edison GRC, 

Applicants were not involved in developing that docket’s record evidence.  Thus, Applicants can only 

speak to their own facts and circumstances, several of which further demonstrate that Applicants did not 

ignore ratepayers’ interests in the 2012 GRC cycle.  First, Applicants reduced their rate base by 

significantly increasing deferred taxes to reflect the impact of the repairs method change on prior tax 

years via a Section 481 adjustment.  TURN has acknowledged the ratepayer benefits associated with this 

11 A.13-11-003. 
12 See A.13-11-003, Southern California Edison Company’s (U-338-E) Comments on Proposed Decision on Test 
Year 2015 General Rate Case for Southern California Edison Company (October 8, 2015) at 19-20; San Diego 
Gas and Electric Company (U-902-E) Opening Comments on Proposed Decision on Test Year 2015 General Rate 
Case for Southern California Edison Company (October 8, 2015) at 16-17.  See also, A.14-11-003/004, Ex. 246 
SCG/Reeves at 4-5 and Ex. 249 SDG&E/Reeves at 24-25.  
13 Applicants do not suggest that Edison’s record merits such language in D.15-11-021.  Applicants have however 
presented additional evidence that may not be in the record in Edison’s GRC that are deserving of additional 
consideration and weight.  
14 See D.07-07-004. 
15 See, e.g., the water utilities’ rate case plan, D.07-05-062, Appx. A at A-9 (allowing for discretionary updates to 
record where there is a material change in revenue requirement as a whole, not individual cost items); see also 
West Ohio Gas Co. v. PUC, 294 U.S. 63, 77 (1935) (holding that a utility was denied due process where a utility 
was not allowed to present evidence of the totality of its costs).   
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adjustment.16  In fact, Applicants’ treatment of repairs in this GRC represents the proper protocol under 

regulatory law and federal income tax law of how a utility should reflect the impacts on prior tax years 

for changes in methods of accounting.   The PD recites this fact in its discussion of parties’ positions, 

but ignores it in its analysis.  This is evidence that Applicants did in fact capture on behalf of ratepayers 

tax benefits accrued in the 2012 GRC cycle. 

Second, Applicants proposed a post-test year attrition mechanism containing an earnings-sharing 

component that, if adopted, would have further captured and provided to ratepayers a share of the 

shorter termed benefits realized from the method change.  The Commission did not adopt that 

mechanism in the 2012 GRC.  Again, the PD’s analysis ignores this material evidence of Applicants’ 

intent to share earnings-related savings with ratepayers in between GRC cycles and ignores the cost of 

evaluating such methodology changes born by shareholders. 

Third, Applicants remain under IRS audit on the repairs deduction for 2011 and 2012, and 

shareholders bear the risk of disallowances of tax benefits.  This is evidence of Applicants’ intent to 

protect ratepayers from IRS audit risk, and is another material fact ignored in the PD’s analysis.  Under 

Applicants’ approach, the ratepayers bear no risk if the IRS disallows all or part of the deduction.  But if 

the PD’s approach is adopted, ratepayers should bear the risk of an adverse IRS audit finding. 

B. The PD’s claim that Applicants knowingly withheld information in their 2012 GRC 
is unfounded and prejudicial. 

The PD levies a serious allegation that Applicants knowingly withheld material information 

regarding an accounting method change in the 2012 GRC, resulting in unjust shareholder enrichment.  

(See PD at 191.)  This is factually and legally wrong.  The timing of the relevant IRS Revenue 

Procedures, and Applicants’ interest in evaluating the method changes to fully understand the known 

impact of the method change and make a final decision on an election are a matter of record.  The record 

also shows that Applicants complied with the Rate Case Plan’s explicit and clear rules.

Applicants complied with the Rate Case Plan’s explicit and clear rules in the 2012 GRC.  On 

December 15, 2010, Applicants filed their respective 2012 GRC applications, pursuant to the procedures 

as contained in the operative Rate Case Plan, thereby starting the clock on the proceeding.  The Rate 

Case Plan calls for a proposed decision before the beginning of the test year (i.e., January 1, 2012).  See 

D.07-07-004, Appendix A at A-16.  According to the Rate Case Plan, on Day 0 (application filing date), 

“[t]he application shall include final exhibits . . . and all other evidence that is filed shall incorporate the 

16 See Ex. 400 TURN/Marcus at 20-23.   
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changes, additions, and deletions required for acceptance of the NOI.” Id. at A-12. Regarding updates 

to the “application, final exhibits, and all other evidence,” the Rate Case Plan is explicit in prohibiting 

general updates:  “No bulk or major updating amendments or recorded data to amend the final 

exhibits, prepared testimony, or other evidence shall be allowed, except as provided . . . on Day 280 

[Update Phase]. . . .” Id. (emphasis added).  The Rate Case Plan strictly limits updates to specific issues, 

to be presented in testimony form, at the time the update testimony is due:  

Applicant, staff, or any interested party may distribute in prepared testimony form, and serve on all 
parties, consistent with the Rules of Practice and Procedure, showings containing the most recent 
data for the other than electric rate design factors described in the Standard Updating Filing 
Requirements list on page A-35 [sic].  This is the only updating which will be permitted.17

The Rate Case Plan goes on to provide that“[a]ny update testimony or exhibits filed by applicant, staff 

or interested party shall be limited to” several specific areas,18 and when the update testimony is due.

“Known changes due to governmental action such as changes in tax rates, postage rates, or assessed 

valuation” are listed among the types of updates that are allowed.19  In the 2012 GRC, ALJ Wong 

scheduled the update testimony due date for February 17, 2012.20

The record facts show that Applicants’ GRC applications and corresponding witness testimonies 

and workpapers reflected their case-in-chief and contained their test year forecasts, including forecasts 

for income taxes, and that update testimony was appropriately filed at the time required by the ALJ’s 

schedule, and in accordance with the Rate Case Plan.  For SDG&E,21

On August 19, 2011, approximately eight months after Day 0, the IRS issued guidance on the safe 
harbor method associated with the accounting method change.  The record does not establish that 
SDG&E knew that it would make the method change on Day 0.   

On November 30, 2011, evidentiary hearings commenced on an already much delayed schedule, 
only a month before the test year’s onset.  The record does not establish that SDG&E knew at that 
time that it would make the method change. 

On February 17, 2012, over a month after the start of the test year, SDG&E served update testimony.  
Meanwhile, only two weeks earlier, SDG&E engaged an accounting firm, at shareholder expense, to 
do a preliminary scoping to confirm the potential benefits of making an accounting method change.  
The record does not establish that SDG&E knew it would make an accounting method change at the 
time Update Testimony was served.  Thus, there was no change to SDG&E’s forecasted income tax 
expense caused by an affirmative act and final decision to change the method. 

17 Id. at A-15 (emphasis added). 
18 Id. at A-36. 
19 Id.
20 See Tr. V33:4495:11-25 (ALJ Wong). 
21 See Opening Brief of Non-Settled Issues of … [SDG&E] and … [SCG], Appendix B, Timeline of Events – Tax 
Repairs Deduction (October 12, 2015). 
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On April 2, 2012, over three months after the start of the test year, SDG&E commissioned a full 
study of the accounting method change under the safe harbor method, at shareholder expense.  The 
record does not establish that SDG&E made any decision to file for the method change. 

On July 31, 2012, by ALJ ruling, the case was officially submitted, seven months after the start of 
the test year.  The record does not establish that SDG&E decided to make the election at this date. 

On September 5, 2012, nine months after the start of the test year, SDG&E decides to make the 
method change by filing the paperwork (Form 3115) with the IRS, and shortly thereafter filing its 
2011 tax return. 

On November 6, 2012, over eleven months after the start of the test year and over three months after 
the ALJ’s written ruling which signified the close of the record, Sempra Energy’s 10-Q report 
discloses income tax benefit in 2012 resulting from SDG&E’s accounting method change, in 
accordance with SEC reporting requirements.22  

In February 2013, over a year after the start of the test year, Sempra Energy’s 2012 Form 10-K 
Annual Report discloses SDG&E’s tax benefits for 2011-2012 resulting from the method change as 
required under the SEC standards. 

On March 29, 2013, fifteen months after the start of the test year, the Commission issues its 
proposed decision. 

On May 9, 2013, over sixteen months delayed beyond the start of the test year, the Commission 
issues its final decision. 

For SoCalGas,23

On March 7, 2012, over fourteen months after Day 0, beyond the Update Phase, and over two 
months delayed beyond the start of the test year, the IRS issued guidance on the accounting method 
change for non-electric assets. The record does not establish that SoCalGas knew that it would make 
the method change on Day 0 or when Update testimony was served.     

On March 26, 2012, almost three months after the start of the test year, SoCalGas engaged an 
accounting firm, at shareholder expense, to do a preliminary scoping of the potential benefits of 
making an accounting method change.  The record does not establish that SoCalGas knew it would 
make an accounting method change. 

On July 18, 2012, over six months after the start of the test year, SoCalGas commissioned a full 
study of the accounting method change, at shareholder expense.  The record does not establish that 
SoCalGas made any final decision to file for the method change. 

On July 31, 2012, by ALJ ruling, the case was officially submitted, seven months after the start of 
the test year.  The record does not establish that SoCalGas decided to make the election. 

22 The PD took official notice of Sempra Energy’s Form 10-Q Quarterly Report.  PD at 200, fn. 76. 
23 Supra, Applicants’ Opening Brief, Appendix B.   
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In February 2013, over a year after the start of the test year, Sempra Energy’s 2012 Form 10-K 
Annual Report discloses SoCalGas’ tax benefits that would result from the method change. 

On March 29, 2013, fifteen months after the start of the test year, the Commission issues its 
proposed decision. 

On May 9, 2013, over sixteen months after the start of the test year, the Commission issues its final 
decision.

The record does not establish anything amounting to withholding of material information by 

either SDG&E or SoCalGas, in contravention of the Rate Case Plan procedures or otherwise.  The fact 

that both utilities did not even begin a full method change study until well after the onset of test year 

2012 refutes the PD’s notion that Applicants knowingly withheld, and did not timely disclose, key 

evidence impacting its test year income tax forecast in violation of the Rate Case Plan.  In fact, the 

Commission’s decision was substantially delayed beyond the Rate Case Plan schedule, which created 

the situation for which Applicants are now being scrutinized after-the-fact.  The Commission may still 

believe that regardless of the procedural delays noted above, Applicants should have alerted the 

Commission of their intent to apply for the method change before the final decision date (discussed in 

the next section), but there is no factual basis to allege wrongdoing or withholding of material evidence. 

C. The PD creates the potential for a never-ending rate case. 
The PD suggests that Applicants had a duty to inform the Commission and parties of the 

developments regarding the change in accounting method before the final decision (May 9, 2013).  See

PD at 199.  But there is no such rule in the Commission’s Rate Case Plan or procedures.  Applicants can 

only find examples of a duty to inform in the past under very limited circumstances – for example, in the 

former ECAC proceedings, based on historic costs, during negotiations for power sale contracts that 

would have a “major impact” on revenues,24 or as in the water rate case plan, which allows for 

discretionarily (not required) updates.25  Those examples would only allow updates with a material 

change in revenue requirements – not discrete cost decreases – as due process requires.26  Notably, there 

24 See D.95-12-008 at 19, citing D.90-01-048 at 189-90. 
25 D.07-05-062, Appx. A at A-9 (“Any such request must, at a minimum, show that the addition sought: (1) causes 
material changes in revenue requirement; (2) is the result of unforeseeable events; (3) is not off-set by other cost 
changes; and (4) can be fairly evaluated with proposed schedule changes that have been agreed to by all parties.”).   
26 See, e.g., West Ohio Gas Co. v. PUC, 294 U.S. 63, 77 (1935) (“If the appellee may be heard to say that during 
some part of the term the valuation was too high, the company must be free to urge that at other times it was too 
low.  Upon the record now submitted to us no such issue is involved. To bring it into the case at all there is need 
of a new hearing with a new reckoning of the rate base, unhampered by restrictions to any single point of time.  
Only in that way can review be full and fair.”).  
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is no such provision in the Rate Case Plan for guidance on circumstances where the Commission would 

discretionarily allow for such an update. Without such a provision, there can be no duty invoking Rule 1.

The Rate Case Plan and the Scoping Memo process offer notice, certainty, and finality, by 

setting dates that allow only for specific updates during a defined period, with a set time to have 

evidentiary hearings on those updates.  The Commission’s statutory duty (under P.U. Code §1701.5) to 

resolve rate cases within 18 months also indicates a need for finality.  Inherent in the Rate Case Plan’s 

forecasted process is the need to pick a firm date upon which to base the forecasts; otherwise the 

proceeding would continue to churn as new cost data and information arise on a daily basis.  If firm 

dates are not enforced, the proceeding would have no end.  ALJ Lirag noted the unworkability of this 

type of process, which would continually and selectively update data points, on a never ending basis:

[W]e're going to have to use data at a certain – at a certain date in order to make a forecast.  And as 
we keep moving the date forward, we get more accurate results.  But at some point, you have to 
stop at a certain point in order to be able to make a forecast.27

Applicants agree.  And the selective updating of some but not all changes that occur from the date a 

forecast is provided does not assure accuracy.  If Applicants are required to update cost decreases that 

do not fall into the category or time frame that is allowed for updates, then they must also be allowed to 

present evidence supporting offsetting increases, some of which may increase their cost forecasts. 

An unending duty to update in an unending rate case would be inconsistent with Commission 

policy that neither utilities nor customers should be harmed by a delay:  “[W]here a delay in the 

proceeding results from circumstances largely beyond any one party's control, we find little policy basis 

for allowing ratepayers a gain that results from such delay and that comes at the utility's expense.”28  A 

GRC delay beyond the Scoping Memo and Rate Case Plan schedule “should not result in either the 

utility foregoing revenue necessary for just and reasonable rates or the ratepayers paying less (or more) 

than reasonable rates.”29  The PD’s view would harm a utility forced to decide between either suffering a 

revenue shortfall or presenting evidence on offsetting increases, thus extending harmful delays.  And the 

more a Commission rate case decision is delayed, the less opportunity a utility has to earn its authorized 

return.  Even worse, a utility could be held responsible for a Rule 1 violation by the mere passage of 

time.  The PD’s view would also deter settlement negotiations, if parties retained a continuing obligation 

27 Tr.V19 at 2118:19 – 2119:1. 
28 D.98-12-078, 1998 Cal. PUC LEXIS 973 at *18.     
29 D.03-05-032 (“This proceeding is behind the schedule adopted in the Scoping Memo …and behind a schedule 
using the Rate Case Plan as a guide. This delay … should not result in either the utility foregoing revenue 
necessary for just and reasonable rates or the ratepayers paying less (or more) than reasonable rates.”). 
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to raise new or changed facts and circumstances despite settled terms, contrary to Commission policy 

supporting settlement. 

In Applicants’ 2012 GRC, the Commission issued four extensions of its final decision, each time 

citing the complexity and size of the application as its reason for the delay.30  The Commission cannot 

have reasonably expected Applicants as well as all other participating parties to continually add to the 

complexity and size of the 2012 case by continuing to update.  For example, there were 64 IRS revenue 

procedures issued in 2014, which does not account for the other guidance documents issued by the IRS 

in any given year.31  Even without additional updates, a final decision was over fifteen months delayed 

per the scoping memo, and all of Applicants’ forecasts were out of date – i.e., all expenses were 

recorded.  An entire GRC could have been filed, litigated, and concluded in that span of time.  To 

impose Rule 1 penalties for failing to update during such a lengthy delay is patently unreasonable.

The sheer unworkability of the PD’s approach should cause the Commission to reconsider and to 

recognize the parameters of its own procedural rules.  If the Commission decides that this process 

should be changed to require additional updating beyond that which is required by the Rate Case Plan, 

the Scoping Memo, and ALJ rulings, then those rules should be applied prospectively and should not 

serve as the basis to adjust the revenue requirement in this case.  Most importantly, the Commission 

cannot establish a new $3 million “materiality” test (PD at 196) – which is arbitrary and wholly lacking 

in foundation – for which the utilities are obligated to reopen the record without affirmatively finding 

that the utilities will similarly be entitled to reopen the record for any increases in cost that reach the $3 

million threshold.  Notably, there is no such provision in the applicable Rate Case Plan in this case to 

provide Applicants with notice that the Commission would even discretionarily allow for such an 

update.  Although the Commission has occasionally entertained arguments for requiring a utility to 

update for cost decreases in the past, the Rate Case Plan has never been modified to make this a 

requirement – even though it has been modified numerous times over several years – and the sheer lack 

of Commission cases where a utility was allowed to update for cost decreases indicates no such 

requirement at all.  Regardless, if the Commission were to update the Rate Case Plan to allow for 

updates, the water rate case plan above-quoted model32 provides a more reasonable approach that 

provides fair notice and certainty of the procedures all parties must follow, with a more reasonable 

definition of materiality taking overall revenue requirement into account, in line with due process.  This 

30 D.12-08-029; D.12-10-031; D.12-12-019; D.13-02-021.  
31 See Ex. 246 SCG/Reeves at 23. 
32 D.07-05-062, Appx. A at A-9.   



13

contradicts the fundamental tenets of future test year ratemaking, due process and the reasons for a Rate 

Case Plan and adherence to its targets.

D. The PD Should at a Minimum Eliminate Inconsistencies with the Edison Decision 
Applicants’ facts and circumstances justify a different result than the one rendered for Edison on 

the tax issue.  However, if the PD’s result is adopted, mostly adopting the Edison decision, there are 

corrections that the Commission should make, at a minimum, to achieve consistency with its Edison 

decision.  Otherwise, there will be three materially different and inconsistent Commission-approved 

methods for treating the tax repairs deduction among Applicants, Edison, and PG&E.  Adoption of 

Applicants’ proposed modifications, as contained in Appendix A, in no way constitutes a waiver of 

Applicants’ rights to seek further remedies on these tax issues.

1. The Edison Decision Did Not Adjust for Edison’s 2011 Impacts. 
The Edison decision stated that, “TURN alleges that SCE’s shareholders improperly received the 

benefit of the increased deductions because SCE allocated the difference between forecast and actual tax 

paid accrued to SCE’s shareholders during the 2011 through 2014 period. . . .”  D.15-11-021 at 435.

SCE elected to change its accounting method for repairs to adopt the safe harbor guidance of Rev. Proc. 

2011-43 on August 24, 201233 (less than two weeks before SDG&E made the same election), and as 

with SDG&E’s election, SCE’s election was effective for the 2011 tax year.34  Yet, TURN 

recommended no adjustment to reach back to 2011, and sought only a prospective rate base offset for 

2012-2014. See D.15-11-021 at 438.

The Commission’s own remedy, which did not fully comport with TURN’s proposal, likewise 

did not reach back to 2011. See Id. at 455 and 530 (FOF 529).  This makes sense because 2011 was two 

rate case cycles ago for Edison.  Similarly for SDG&E, 2011 is part of its 2008 GRC cycle, not 2012 

GRC cycle.  The PD should not reach back two rate case cycles for SDG&E, as it did not do so in the 

Edison GRC.  Accordingly, if a rate base adjustment is applied to SDG&E, the Commission should 

remove 2011 from its calculation.

2. Tax memorandum account language should match the Edison outcome. 
In Edison’s GRC, it was Edison’s proposal to create a two-way memorandum account for tax 

accounting method changes, as an alternative to the PD’s approach,35 which the Commission adopted: 

33 A.13-11-003, Ex. 5 TURN/Marcus at 102.   
34 See D.15-11-021 at 436.
35 A.13-11-003, Southern California Edison Company’s (U-338-E) Comments on Proposed Decision on Test Year 
2015 General Rate Case for Southern California Edison Company (October 8, 2015) at 22. 
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Therefore, SCE shall create a two-way Tax Accounting Memorandum Account to track all tax 
changes during this GRC period.  Although we do not adopt specific criteria for when SCE must 
bring accounting changes to our attention directly (beyond simply recording them in the Tax 
Accounting Memorandum Account), we wish to send a clear signal to SCE in favor of prompt 
disclosure.  D.15-11-021 at 461. See also, Id. at 549  (COL142). 

Applicants never requested or endorsed such an approach.  Notwithstanding, the PD’s language does not 

match the Edison result, and includes additional arbitrary conditions that are not imposed on Edison: 

Along the same line, we expect, and will require, the Applicants to notify the Commission of any 
tax-related changes, any tax-related accounting changes, or any tax-related procedural changes that 
materially affect, or may materially affect, revenues, and to establish a memorandum account to 
track any revenue differences if applicable.  Our reference to “materially affect” means a potential 
increase or decrease of $3 million or more.  PD at 196.  See also, Id. at 320 (COL 52 and 53). 

The PD should not impose additional arbitrary conditions on Applicants.  Therefore, the PD should be 

modified to conform to the Edison decision to avoid inconsistent treatment. 

3. The PD’s should remove language not contained in the Edison decision. 
The PD states, 

Similar to what we ordered in SCE’s TY 2015 GRC proceeding, SDG&E and SoCalGas shall each 
establish a two-way tax memorandum account to record any revenue differences resulting from the 
differences in the income tax expense forecasted in the GRC proceedings of SDG&E and 
SoCalGas, and the tax expenses incurred by them during the GRC period.. . . 

To ensure that the rate base reductions we adopt today do not violate IRS normalization rules, 
SDG&E and SoCalGas shall submit a private letter ruling to the IRS to request a review that these 
rate base reductions do not violate the normalization rules.  PD at 196, 207.  See also, Id. at 328 
(OP 5). 

 First, the Edison decision was not as broadly and vaguely worded to order Edison to record 

revenue differences in income tax expense forecasts.  To impose a requirement exclusively on SDG&E 

and SoCalGas to track any revenue differences resulting from forecasted income tax expense is not only 

contrary to long-standing Commission precedent regarding forecasted ratemaking, but it is also 

unnecessary.  Of the many items in Applicants’ income tax expense, only two items (repairs and bonus 

depreciation) were contested in this GRC.  Second, it was at Edison’s request that it be allowed to file a 

private letter ruling with the IRS, which the Commission granted.  The Commission stated,  

However, we fully intend that SCE comply with the normalization rules.  While we believe we 
have reached the correct result, and though SCE has not cited to any written determination, case, 
regulation, or statute to support its position, we recognize that SCE might later obtain a ruling from 
the IRS.  Accordingly, SCE may track changes in revenue resulting from the rate base adjustment 
in the Tax Accounting Memorandum Account adopted in Section 22.6 below. If SCE decides to 
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request an IRS letter ruling, SCE shall file and serve a copy of its request to the IRS  . . . .  D.15-
11-021 at 452.  (emphasis added) 

But Applicants did not make the same request, and frankly didn’t address the issue of normalization 

violation in the same manner as Edison.  Further, IRS private letter ruling requests are pursued by 

taxpayers to resolve an issue impacting a proposed tax position on their tax returns.  The Commission 

should not direct a utility taxpayer to make a discretionary filing or request with a federal agency.  The 

Commission should at a minimum conform to the Edison decision, and give Applicants the option to 

seek a private letter ruling instead of directing them to do so.  This is consistent with the Commission’s 

approach in Applicants’ 2012 GRC, where the Commission allowed for, but did not require, both 

utilities to seek an IRS ruling to supporting their tax position.36  In addition, consistent with the Edison 

decision, the Commission should follow the same process and timeline for Commission review of the 

ruling request as stated in the Edison decision, and should affirmatively state that if SDG&E or 

SoCalGas “receives a relevant IRS ruling contradicting this decision, then it shall comply with the IRS’s 

interpretation of the applicable tax laws by filing a Tier 2 advice letter with this Commission to seek an 

appropriate adjustment to its revenue requirement and/or rate base.”  Id.

E. Correction of the PD’s Tax Calculation Errors 
 Applicants have identified material errors in the tax calculations accompanying the PD’s  

Appendix B workpapers.  In summary, the PD improperly double-counts its 2015 adjustment by 

requiring a flow through of the recorded tax benefits contained in SDG&E’s and SoCalGas’ current tax 

repairs deduction memorandum accounts for 2015, while also reflecting the impact of the foregone 

depreciation on 2015-vintage assets in reducing their respective rate base for 2015.  A utility may take 

either a repairs deduction or a depreciation deduction on a repairs-eligible asset, but not both, as the 

Appendix B workpapers erroneously have done.  TURN recognized in its testimony and accompanying 

exhibits that if the 2015 repairs benefits were flowed through to ratepayers through the memorandum 

account mechanism, its proposed adjustments to rate base must be adjusted to exclude the impact of 

2015-vintage assets.37  Second, the PD should be revised to make clear that the rate base adjustments are 

not in perpetuity, but decrease over time and are fully amortized by the end of the relevant amortization 

period (through 2038 for SoCalGas and 2042 for SDG&E).  The same issue was noted by Edison in its 

36 See D.13-05-010 at 952-953:  “To the extent applicable, SDG&E and SoCalGas may file Tier 1 advice letters to 
create memorandum accounts to track any NOL that may arise due to bonus depreciation, and either utility may 
file a Tier 2 advice letter seeking an adjustment to its revenue requirement if an IRS ruling supporting such an 
adjustment is obtained.” 
37 See Table 10 of Ex. 400 TURN/Marcus at 27.
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opening comments to their PD.38  This clarification is needed to avoid contradicting the PD’s 

calculations in Appendix B, which clearly reflect the amortization of the rate base adjustments each year 

beginning in 2017.  Third, the Results of Operations model should be adjusted to reflect the impact on 

the tax basis of assets resulting from flowing through the repairs deduction to ratepayers for 2015 under 

the memorandum account mechanism. Applicants’ detailed review of the PD’s tax workpapers are 

attached to these comments as Appendix B.

F. Conclusion – Tax Repair Issue 
 Applicants attach specific proposed modifications to the PD in accordance with these comments 

on the PD’s treatment of the tax repairs deduction issue.  In summary, the PD should be modified to: (1) 

correct the PD to acknowledge and apply the law on retroactive ratemaking, removing the rate base 

reduction and the discussion regarding Rule 1 and distinguishing Applicants’ factual circumstances 

according to the record in this case and in the GRC 2012 case; (2) limit the imposed remedy on SDG&E 

to tax impacts on the 2012 GRC cycle, which excludes 2011; (3) conform to the Edison decision’s 

language and requirements for the 2016 GRC cycle tax accounting memorandum account; (4) conform 

to the Edison decision’s language such that Applicants are allowed, but not ordered to seek a private 

letter ruling from the IRS regarding a determination on normalization violation; and (5) correct 

calculation errors in its Appendix B workpapers and RO model inputs.   

III. THE PD ERRS IN ACCEPTING INCORRECT EXTRA-RECORD ARGUMENTS, 
CONTRARY TO DUE PROCESS, SAFETY POLICY AND SETTLEMENT POLICY. 
The Commission should adopt the PD’s recommendation agreeing with settled ICP amounts of 

$32 million and $25 million for SDG&E and SoCalGas, respectively, and disregard untimely raised 

issues that were and not properly litigated in accordance with due process and that otherwise do not 

comport with the law and Commission policy.  The PD errs by incorrectly adopting MGRA’s extra-

record briefing speculation reading improper motive into an earnings adjustment provision of SDG&E’s 

ICP plans allowing board39 discretion to include up to 10% of the earnings impact of wildfire litigation 

for ICP purposes.  The PD must be corrected to reject MGRA’s incorrect, misguided, and untimely 

38 A.13-11-003, Southern California Edison Company’s (U-338-E) Comments on Proposed Decision on Test Year 
2015 General Rate Case for Southern California Edison Company (October 8, 2015) at 21. 
39 Sempra Energy is the parent company of SDG&E and SoCalGas.  Both SDG&E and SoCalGas are independent 
regulated utilities that are Applicants to this proceeding.  Sempra Energy is not a party to this proceeding.  All 
three companies follow corporate formalities, and Sempra Energy, SDG&E and SoCalGas have their own board 
of directors.  To the extent that the PD renders findings, orders or directives, it should do so only to the utility 
applicants, and not to the parent company that is not a party to this proceeding. (See, e.g., pp. 154-157.)  Any 
orders or directives to Sempra Energy should be removed.   
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claims.  The PD similarly errs by including conclusions based outside the record with respect to the gas 

leak at Aliso Canyon.  The PD’s entire discussion regarding ICP is based on factual and legal errors, is 

not on the record, and should be stricken from the PD, as shown in Appendix A. 

A. The PD is factually wrong and not based on the record.   
There is zero support for the PD’s claim that the ICP provision at issue “creates the perverse 

incentive of minimizing safety-focused incentives while benefitting employees and management by 

shifting the costs of unsafe incidents onto ratepayers and being rewarded for doing so” (PD at 316 (COL 

24)).  The Commission has no record on this issue, because MGRA untimely raised it after hearings had 

finished and settlement motions filed, after any opportunity to present evidence.  If there had been a 

record, it would have shown that there is no windfall or “reward” at issue here.

Instead of discouraging safety through the ICP, as the PD wrongly infers, the provision actually 

recalibrates the focus on safety and mutes any potential for anomalous focus on earnings.  The 2007 

wildfire litigation costs are what they are – a reality that has the potential to cause an unusual impact on 

net earnings in a given year and, therefore, the ICP, regardless of whether SDG&E seeks cost recovery 

in rates.  If there were no provision at all to account for the possibility that the Commission may 

ultimately deny SDG&E recovery of the wildfire costs, the earnings impact to ICP in a given year could 

completely overwhelm operational goals, such as safety.  This earnings impact would send a distorted 

signal to employees regarding operational goals in the year the loss occurs, which by now would be 

several years after the fires actually occurred.  Thus, the provision aligns performance during the ICP 

period, which allows for more focus on ICP goals related to current operational safety, rather than less.

The PD is factually wrong to suggest that the provision creates an ICP goal, and it does not 

“have the effect of increasing revenues or decreasing expenses for Sempra if SDG&E is successful in 

recovering the uninsured costs of wildfires from ratepayers,”40 as the PD claims.  The provision defines 

of what is planned to be included in earnings for ICP purposes and has no impact on Sempra or SDG&E 

earnings.  It merely recognizes the possibility that external events that happened long before the ICP 

year, and outside of employees’ decision-making control (because the decision being made is in the 

CPUC’s hands) may have a significant impact on the earnings portion of ICP in a given year.  The 

provision protects employees from the impact of an anomalous event that bears no relation to 

40 PD at 147. 
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incentivized performance in that given year.41  This allows for ICP focus on what employees can work to 

control, such as safety, reliability, and customer service; and temporal alignment between performance 

and pay.

There is no legal or factual basis for MGRA’s assertion that SDG&E is at fault regarding any of 

the wildfire costs at issue in A.15-09-010, and the PD is incorrect to adopt that contention as a basis for 

its conclusions (see, e.g., PD at 296 (FOF 89)).  Any issues related to those costs have not yet been 

decided by the Commission.  By even raising the issue of safety in the context of the 2007 wildfire 

costs, the PD is implicitly adopting MGRA’s misguided argument that SDG&E was at fault for the 

Witch, Rice and Guejito fires.  But this is simply a prejudgment of issues that are now pending before 

the Commission, contrary to due process.  The PD states that it is not prejudging the outcome of that 

proceeding, but that is precisely what the PD does by adopting MGRA’s arguments.  The PD can point 

to no adverse findings by the Commission regarding SDG&E’s safety decision-making or operations 

associated with the 2007 wildfire costs.42  MGRA’s tardy assertion cannot possibly form the legal and 

factual basis for any of the PD’s conclusions.

For SoCalGas, the PD suffers from the same legal deficiencies – no  record evidence, and no due 

process.  As the PD recognizes, the leak happened after the record was closed and after the settlement 

was filed.  Yet the PD devotes several pages to statements about the leak that are not in the record.  The 

PD properly recognizes that the root cause analysis has not been conducted, and because that is the case, 

that it is premature to make findings about the cause.  Yet the PD states that SoCalGas must consider an 

ICP offset for the problems incurred as a result of the leak, because to do otherwise would reward 

employees and executives for unsafe incidents that “resulted because of the utilities’ prior actions.” 

(p.150)  It similarly orders that SoCalGas should exercise its rights to “withhold, deny, or claw back 

compensation” related to management and oversight of Aliso Canyon.  (pp. 154-155). The PD cannot 

41 The limited record evidence on this adjustment clause – which MGRA did not notice until months after 
evidentiary hearings – demonstrates that this ICP adjustment excludes 90% of any wildfire litigation effect on 
earnings from the ICP calculation and mutes its impact.  See Ex. 403 TURN/Sugar, passim.  Thus, absent this 
wildfire litigation cost adjustment, the negative impact of wildfire litigation on an employee’s ICP calculation 
could potentially be much more significant.  See Ex. 200 Schlax at 8 (“[T]he inclusion of 10% of the earnings 
impact in the determination of the ICP financial results actually reduces the amount of compensation awarded.”).   
42 The Commission’s investigation into whether SDG&E violated any General Order requirements in connection 
with the utility facilities linked to the ignition of the Witch, Rice and Guejito Fires of 2007 resulted in a settlement 
agreement that the Commission approved as in the public interest.  (D.10-04-047 at COL 1-3.)  In that settlement 
agreement, SDG&E did not admit any violations of the safety General Order provisions or related statutory 
requirements. (Id. at 5.)  Further, the FERC has found that the actions and decisions leading to the incurrence of 
the federal-jurisdictional portion of the 2007 wildfire costs were reasonable and prudent, and it has permitted their 
recovery in FERC rates.  San Diego Gas & Elec. Co., 146 FERC ¶ 63,017 at PP 55-62 (2014). 
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prejudge these issues with no record facts and base orders on its conclusions while concurrently 

admitting that the root cause of what caused the Aliso Canyon incident has not been determined.   

Although the root cause of the incident is still being determined, what is known is how the 

SoCalGas employees responded to the leak.  During almost four months of employees, contractors and 

numerous agencies at a geographically limited worksite working literally day and night, SoCalGas did 

not experience a single safety issue while the leak was active.  Yet the PD makes no mention of this fact. 

The PD’s entire discussion regarding Aliso Canyon (7.4.2) should be stricken.  (PD at 240-51; 309 (FOF 

192, 193).)  Issues that are not being litigated here have no place in the Commission’s final decision.    

Finally, the PD is factually wrong that A.15-09-010 represents the “aggressive[] pursu[it]” of 

“the costs of unsafe incidents.”  These characterizations support a poor and mistaken impression of the 

regulatory process that is not only inconsistent with the record, it is inconsistent with law.  Due process 

requires that good faith should be presumed on Applicants’ part, in the absence of contrary evidence.43

In validating MGRA’s assumptions, the PD essentially misstates the legal rights and duties of both the 

utilities and the Commission, and ignores the fact that Applicants have the right (and often the duty) to 

petition the Commission for cost recovery, the right (and duty) to zealously advocate their positions, and 

the right to a full and fair consideration of any issues before the Commission, under the First and Fifth 

Amendment.  The PD’s suggestion that any application to recover costs is, by its very nature, 

“perversely” motivated ignores these legal rights and duties, and creates the appearance of prejudging 

the application – despite all of the PD’s protests to the contrary.   

B. The PD’s Errors Lead to Unintended Consequences, Contrary to Commission 
Policies and Longstanding Constitutional Law.   

The PD may intend to promote safety policy, but the practical effect of what the PD actually

orders requires utility action or inaction that would be contrary to the Commission’s policies on safety 

and longstanding regulatory law, as well as the factual record in this case.  Rather than aligning safety 

goals and ICP, the PD actually prevents SDG&E and SoCalGas from using ICP as a means to incent the 

proper employee behavior to drive safety, if related to an “unsafe incident” (PD at 150), and it would 

specifically prevent ICP related to “operations at its gas storage facilities or at the Aliso Canyon storage 

facility ...” (PD at 150-51).  This has the unintended effect of removing utility management’s ability to 

address safety issues via ICP incentives as they arise.  Applicants have demonstrated their focus on safe 

operations throughout testimony in this proceeding – including testimony regarding ICP operational 

43 See West Ohio Gas Co. v. PUC, 294 U.S. 63, 72 (1935) (“Good faith is to be presumed on the part of the 
managers of a business.”). 
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goals.  When safety issues arise, it is important that management retain flexibility, in order to strengthen 

focus on specific areas of operational safety.  The PD would take away management flexibility to timely 

address what it deems to be “unsafe incidents” through ICP – contrary to the Commission’s policies on 

safety, and presumably contrary to the PD’s intent.  Therein lies the true danger of the PD’s conclusions 

– the PD removes management’s ability to timely react and align goals, performance, and ICP.   

The negative consequences of the PD’s ICP rulings demonstrate why the CPUC’s longstanding 

restraint from “micromanaging” the utilities it regulates,44 particularly with respect to incentive 

compensation, is good policy – and it is also rooted in longstanding constitutional law.  Interpreting due 

process in utility regulation, the U.S. Supreme Court has stated that the role of the regulator is not to 

substitute its own judgment for that of a “board of directors [exercising] proper discretion about [a] 

matter requiring business judgment”:   

It must never be forgotten that, while the state may regulate with a view to enforcing reasonable 
rates and charges, it is not the owner of the property of public utility companies, and is not clothed 
with the general power of management incident to ownership. …  “The commission is not the 
financial manager of the corporation and it is not empowered to substitute its judgment for that of 
the directors of the corporation ….”45

This same sound logic and legal reasoning was correctly reflected in the Commission’s prior decision 

regarding Applicants’ ICP metrics: 

SDG&E and SoCalGas are in the best position to decide what metrics to use to measure the 
performance of its employees, and to revise the metrics as UCAN has suggested would result in 
the micromanagement of the variable compensation such as ICP.46

There is neither record evidence nor any change in law that would justify a different result here, as the 

PD recommends in error.47

44 See, e.g., D.06-05-016 at 336 (“In general we do not micromanage the utility's operations.”).  
45 Missouri ex rel. Southwestern Bell Tel. Co. v. Public Service Comm’n, 262 U.S. 276, 288-89 (1923) (internal 
citations omitted).  
46 D.13-05-010 at 1079, Finding of Fact 380; id. at 881-82.  See also D.04-07-022 at 298-299 (“In D.92-12-057, 
the Commission noted the following conclusions of a workshop conducted by the Commission staff:  ‘The 
consensus reached in the workshop was that the Commission should not attempt to micromanage utility incentive 
compensation programs.’”); D.96-04-050, 1996 Cal. PUC LEXIS 270  at *206-208. 
47 The PD appears to suggest that recently enacted P. U. Code § 706 may expand the Commission’s role in 
“reviewing” compensation.  However, § 706 only provides for Commission review of the ratepayer impacts of a 
utility executive’s compensation under a very specific set of defined, unusual circumstances:  specifically, where 
(1) “excess” compensation (compensation over $1 million), (2) is paid to a utility executive, (3) and funded by 
ratepayers; and where (4) a federal or state safety statute has been found to have been violated, (5) and “as a 
proximate cause of that violation, ratepayers incur a financial responsibility in excess of five million dollars 
($5,000,000).”  P. U. Code § 706, passim. Moreover, § 706 should not be read to conflict with due process and 
Supreme Court guidance that regulators refrain from second-guessing utility management decisions, particularly 
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C. The PD Errs in Accepting MGRA’s Untimely Arguments with no Record Basis, 
Contrary to Due Process of Law and Commission Policy. 

The PD’s misguided rulings on ICP also demonstrate why the procedural due process errors that 

form the basis for the PD’s discussion and findings of fact on this issue are not mere technical errors, 

without dangerous consequence.  Although MGRA had the same opportunity as any other party to 

timely raise its speculative claim in accordance with the Scoping Ruling’s schedule,48 MGRA did not, 

until long after testimony had been served, evidentiary hearings concluded, and settlement motions filed.  

Thus, there is no evidentiary record testing the PD’s ultimate findings and conclusions on any of its ICP 

discussion, as there must be.49  The Settling Parties comprise the only parties that timely raised and 

litigated ICP-related issues during the pendency of this proceeding. The Settlement Agreements reflect 

the intersection of policy and the record, resolving all contested ICP issues between the Settling Parties 

for purposes of this proceeding,50 and thus also resolving all record ICP issues properly litigated and on 

the record for review by the Commission – including all issues timely raised regarding the adjustment 

provision at issue.  It is in the interest of public policy to support settlements, and it is contrary to 

Commission policy promoting settlement to allow a latecomer party to untimely raise new policy issues 

after evidence has been taken and settlement motions filed.    

Although the Settlement Agreements do not resolve ICP policy issues, it is neither fair nor 

accurate for the PD to suggest that the agreements do not reflect a balancing of all litigated views and 

concerns between the Setting Parties, including policy concerns, for purposes of this case.  The 

Settlement Agreements “were reached after consideration of all positions advanced in all the testimony 

…”51 and represent “a complete and final resolution of all issues among them in this proceeding ….”52  It 

where no bad faith is indicated and discretionary business judgment is required.  See Missouri ex rel. 
Southwestern Bell Tel. Co., 262 U.S. at 288-89.   
48 The ICP provision to which MGRA took issue was readily available and properly in the evidentiary record 
months before MGRA discovered it.  The ICP provision at issue was included in an attachment to the testimony 
of TURN witness John Sugar, served to MGRA and all parties on May 15, 2015, and entered into the evidentiary 
record on July 15, 2015 (Ex. 403 TURN/Sugar).  The February 5, 2016 Scoping Ruling (at 10) provided all 
parties, including MGRA, with opportunity to respond in rebuttal testimony on June 12, 2015, and the opportunity 
to cross-examine Mr. Sugar or any of Applicants’ witnesses (e.g., Ms. Debbie Robinson or Mr. Bob Schlax); but 
MGRA neither presented their theories in rebuttal testimony nor appeared at hearings.  Thus the post-hearing 
discovery described in PD FOFs 86-89 did not uncover new evidence or raise new issues.     
49 See, TURN v. CPUC [Oakley], 223 Cal.App.4th 945 (2014) (annulling a Commission decision not supported 
by reliable evidence and holding that the Commission’s findings did not support its decision). 
50 See September 11, 2015 Joint Motions for Settlement at 5 (“Settling Parties are agreeing to resolve, without 
prejudice, all contested issues such that there remain no outstanding issues to litigate amongst Settling Parties in 
this GRC proceeding, with the exception … of a tax issue raised by TURN….”).   
51 SoCalGas Settlement Agreement at 2; SDG&E Settlement Agreement at 2.    
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is bad policy and contrary to the record in this proceeding to suggest that litigated policy issues were not 

considered by the Settling Parties in shaping the compromise that the agreements represent.  And it is 

certainly unfair to use Settlement Agreement language against the Settling Parties to imbue hindsight 

meaning regarding policy issues that were not raised in litigation and did not exist at the time the 

agreements were signed.53  It turns the factual world upside down.  No Settlement Agreement language 

can be interpreted to signify that MGRA’s and the PD’s post-record policy issues were “live” at the time 

of signing.  They were not live; they did not yet exist; and the underlying premises are just flatly 

incorrect.

The hasty, post-hearing process that formed the PD’s entire discussion on ICP is not consistent 

with the Commission’s duty to “proceed in a manner required by law”54 and due process, which led to 

the PD’s error.55  And the result of the haphazard and untimely process by which MGRA’s arguments 

came before the Commission would, if not corrected, create bad legal precedent and bad policy, and 

inhibit management’s ability to timely incent the proper employee behavior to drive safety.  

D. Applicants have a strong record on safety in this proceeding.   
Applicants’ reply brief (at 5-10) details the extensive testimony presented in their direct case in 

this proceeding regarding their longstanding commitment to a well-developed safety culture, philosophy 

and practices; operational commitment to risk management through targeted programs and initiatives; 

and commitment to the continued growth and development of our existing risk management processes 

into a more fully integrated enterprise risk management governance structure.  To that end, much of the 

safety information the PD requests (PD at 155-57) is either already found in Applicants’ testimony, 

52 Settlement Motions at 2.   
53 See, e.g., PD at 295 (FOF 84 and 85).   
54 Southern Cal. Edison Co. v. PUC, 140 Cal.App.4th 1085, 1106 (2006) (annulling the Commission’s decision 
where it failed to proceed in the manner required by law, in departing from the scoping memo and violating its 
own regulations) (cited by The Utility Reform Network v. PUC, 2012 Cal. App. Unpub. LEXIS 2049 (March 16, 
2012) (setting aside Commission approval where the scope of the case was expanded beyond the scoping memo, 
failed to follow its own rules, and thereby prejudiced the parties)); see also, Envt’l Protection Info. Ctr, Inc. v. 
Johnson, 170 Cal.App.3d 604, 622-623(1985) (failure to follow regulations prejudices public process). 
55 Applicants timely raised their due process objections to MGRA’s extra-record allegations on October 21, 2015, 
in a Motion to Strike, incorporated herein by reference, which more fully sets forth the procedural infirmities 
related to MGRA’s untimely briefing claims (serving as improper testimony).  Applicants also reiterate and 
incorporate by reference Applicants’ comments objecting to the September 21, 2015, ACR, filed jointly on 
October 9, 2015 with ORA, UCAN, Joint Minority Parties, EDF, and FEA; and Applicants’ October 16, 2015 
Reply Comments objecting to the ACR.  The corrections noted in Appendix A and herein would eliminate the 
PD’s improperly considered (and wrongly decided) ICP issues.      
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provided through ORA audit and Master Data Request responses, or is otherwise publicly available.56

Putting this information in future testimony would do nothing to help the Commission assess whether 

Applicants are entitled to recover ICP costs.  Moreover, the Commission has tools available to address 

any safety violations by the utilities, such as fines.  And the Settlement Agreements provide that will pay 

for only 64% of the target ICP at SDG&E and about 51% of the target ICP at SoCalGas, as well as 0% 

of Applicants’ Long Term Incentive program.  Historically, the Commission has prudently refrained 

from micromanaging the Applicants’ ICP policies.  There is no record basis or applicable change in law 

for the Commission to change its policy here.  Applicants agree that Commission has the authority to 

intervene if a utility had a plan that affirmatively rewarded employees when they violate the law.  There 

is no record evidence that this is the case with the ICP programs at issue here.  For all of the reasons 

noted above, the Commission should tread carefully in adopting new ICP policies and procedures, 

particularly with respect to safety issues, in order to avoid similar unintended results as are evident in the 

PD.  Applicants are mindful that the Commission is proceeding carefully and thoughtfully in 

implementing new processes and procedures through its S-MAP and RAMP proceedings, and urge the 

Commission to do the same here.    

IV. THE PD SHOULD ADOPT SETTLED BONUS DEPRECIATION AMOUNTS OR 
TREAT CONSISTENTLY WITH PG&E’S 2011 GRC.
Applicants urge the Commission to adopt the Settlement Agreements in their entirety, as set 

forth in the concurrently filed joint comments.  Alternatively, the Commission should consider treating 

this situation in the same manner it handled PG&E’s TY 2011 GRC.  In that proceeding, as shown in the 

following timeline, the Commission did not alter PG&E’s proposed settlement to account for a new 

bonus depreciation law.  Rather, PG&E was ordered to establish a memorandum account that would 

track the impact of the new bonus depreciation law and allowed PG&E the opportunity to use those 

benefits for qualified infrastructure projects.

October 15, 2010 – PG&E executed a settlement agreement with 16 parties establishing revenue 
requirements for 2011-2013.    

December 17, 2010 – President Obama signed the Tax Relief Act providing for 100% bonus 
depreciation on certain business property put in service 9/8/10 through 1/1/12 and 50% bonus 
depreciation on certain business property put in service 1/1/12 through 1/1/13. 

56 See, e.g., Security and Exchange Commission filings publicly available at: 
http://investor.shareholder.com/sre/secfiling.cfm?filingID=1193125-16-550655&CIK=92108;
http://investor.shareholder.com/sre/secfiling.cfm?filingID=1193125-16-517221&CIK=1032208.
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April 14, 2011 – CPUC Resolution L-411 directed PG&E and other utilities (Sempra utilities 
and Edison excluded) to establish a memorandum account to track the revenue requirement 
impacts from the Tax Relief Act not otherwise reflected in rates until the next General Rate 
Case.  Sempra utilities were excluded as they were facing a 2012 GRC upon which the new tax 
law would be addressed.57

May 5, 2011 – CPUC Final Decision (D.11-05-018) PG&E TY 2011 GRC.

The foregoing facts are closely aligned with those in this case, in that the SDG&E and SCG TY 

2016 Settlement Agreements were reached prior to the enactment of a bonus depreciation tax law 

change, but before a final GRC decision was issued.  Moreover, the purpose of Resolution L-411 is 

aligned with the policy supporting settlements as a whole (i.e., respecting the total settled revenue 

requirement) while at the same time imposing a reasonable control (i.e., a memorandum account) to 

ensure that the positive impact of bonus depreciation is directed toward capital projects that will benefit 

ratepayers.  Resolution L-411’s summary reflects this purpose: 

More specifically, the memorandum account established by this resolution will track on a CPUC-
jurisdictional, revenue requirement basis: (a) decreases in each impacted utility’s revenue 
requirement resulting from increases in its deferred tax reserve; and (b) other direct changes in 
revenue requirement resulting from taking advantage of the New Tax Law. This resolution also 
authorizes impacted utilities to use savings from this new tax law to invest in additional, needed 
utility infrastructure, not otherwise funded in rates, within a time frame shorter than would be 
practicable through the formal application or advice letter process. The establishment of a 
memorandum account does not change rates, nor guarantee that rates will be changed in the future. 
This mechanism simply allows the Commission to determine at a future date whether rates should 
be changed, without having to be concerned with issues of retroactive ratemaking.58

In light of purpose of Resolution L-411, SDG&E and SCG suggest that they are entitled to the 

same treatment afforded to PG&E.  That is, if the Commission determines that its final decision must 

address the impact of the recent federal tax law changes related to bonus deprecation, then SDG&E and 

SCG should be ordered to establish the same type of memorandum account described in Resolution L-

411 (as revised in Resolution L-411A) as a means to track the impact of bonus deprecation in 2016-2018 

at both SDG&E and SCG, while leaving the settled revenue requirement unchanged.  Should the 

Commission determine in the next GRC that SDG&E and SCG failed to use actual savings from bonus 

deprecation on needed utility infrastructure, then those dollars would be returned to ratepayers in the 

next GRC, without violating the rules against retroactive ratemaking. 

57 Note that on June 23, 2011, Revised Resolution L-411A was issued to cure internal inconsistencies and other 
similar errors in the original resolution. 
58 Resolution L-411 at 1-2. 
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V. MISCELLANEOUS MODIFICATIONS   
Post-Test Year Settlement Agreement:  The PD should be modified to adopt Applicants’ Post-

Test Year Settlement Agreement with ORA, as set forth in ORA’s concurrently filed comments.  

PBR Clarification: The PD identifies four performance indices to be utilized in SDG&E’s 

electric reliability performance indicator, but does not clarify the benchmarks, deadbands, and incentive 

amounts for implementation, as described in Ex. 72 at p. JTW-83 lines 12-17 and reiterated in Ex. 240 at 

p. MW-4 lines 12-15.  SDG&E’s testimony is based on D.14-09-005 (which contains specific 

information, as well as references to other regulatory submittals’ information, such as SDG&E’s AL 

2518-E and D.13-05-010). The PD should include the specifications and benchmarks for 2016-2019.59

RO Model Update: SDG&E requests to update its RO Model to reflect its 20% share of 

SONGS-related marine mitigation costs and escalation authorized by the CPUC in SCE’s 2015 GRC 

(D.15-11-021). In an effort to accurately reflect known changes to the revenue requirement, SDG&E 

requests that the changes be reflected in the RO model supporting the final decision.

OP Modifications: Applicants request modification to Ordering Paragraph (OP) 1(d)(i) to allow 

for a 17-month amortization period instead of 12-month, which results in the roll-off of these balances to 

occur on January 1, 2018, with Applicants’ consolidated rate change.  This modification would avoid 

another rate change on August 1, 2017 to roll off these balances, which creates greater rate stability.  OP 

4 should also be modified for accuracy by indicating that the tax memorandum account should track (not 

record) any revenue differences.

Respectfully submitted, 

SAN DIEGO GAS & ELECTRIC COMPANY 
SOUTHERN CALIFORNIA GAS COMPANY 

By: /s/  Laura M. Earl
Laura M. Earl 

June 8, 2016 

59 The year 2019 reliability incentive data should be adopted regardless of whether or not the PD approves a four 
year cycle.  Due to the time it takes to process SDG&E’s GRC, having targets and metrics for 2019 will permit 
the mechanisms to stay effective during 2019, whether that year is the Test Year for SDG&E’s next GRC cycle, 
or the final attrition year in the current GRC cycle. 
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APPENDIX A
PROPOSED MODIFICATIONS TO THE FINDINGS OF FACT AND 

CONCLUSIONS OF LAW

Proposed Revisions To Findings Of Fact (FF)

FF 83. Incentive compensation costs, which include variable pay, are included as in part 
of in A&G costs for both SDG&E and SoCalGas but also apply to other areas 
that include labor costs.

FF 84. As discussed in the Incentive Compensation Section, the agreed upon amount for 
The stipulation in the SDG&E Settlement Comparison Exhibit to a compromise 
forecast of $32 million for SDG&E’s variable compensation is reasonabledoes 
not resolve any policy issues regarding variable compensation.  

FF 85. As discussed in the Incentive Compensation Section, the agreed upon amount 
The stipulation in the SoCalGas Settlement Comparison Exhibit to a 
compromise forecast of $25 million for SoCalGas’ variable compensation is 
reasonabledoes not resolve any policy issues regarding variable compensation. 

FF 86. On July 20, 2015, the Energy Division staff issued data requests to SDG&E and 
SoCalGas for information about its “at risk” compensation, and how that 
compensation may be related to safety metrics.  

FF 87. The data responses of SDG&E and SoCalGas to the July 20, 2015 data requests 
were admitted into evidence as Exhibit 415 by the May 9, 2016 ruling of the 
ALJs.

FF 88. The July 20, 2015 data requests regarding compensation raise the issue of how 
safety-related factors are considered in determining the award of variable 
compensation to non-represented employees and executives of SDG&E and 
SoCalGas, and the responses of SDG&E and SoCalGas in turn raise the related 
issue of whether the variable compensation formula adequately promotes a 
safety culture, or unduly benefits shareholders with the simple metric of the 
companies’ financial performance and earnings, and whether that creates a 
situation where the two interests are conflicting.

FF 89.  In MGRA’s response to the September 21, 2015 ruling, it objected to a 
provision in SDG&E’s ICP which allows the Compensation Committee of 
Sempra’s Board to exercise its discretion in including up to 10% of the earnings 
impact of the wildfire litigation for ICP purposes, which MGRA contends is 
contrary to ratepayer interests because it rewards SDG&E’s employees for 
seeking to have ratepayers pay for the wildfire costs even though SDG&E was at 
fault. 
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FF 90.  This decision does not prejudge or address the merits of the issues being litigated 
in A.15-09-010. 

FF 91. Since this GRC is examining the costs associated with compensating SDG&E’s 
employees over the TY 2016 GRC cycle, it is appropriate to review how non-
represented employees and executives at both SDG&E and SoCalGas are 
compensated under variable compensation. 

FF 96. As discussed in the section on FERC transmission costs, the amount of $55.666 
55.593 million to be excluded as agreed to in the SDG&E Attachment 1 
Settlement Agreement is reasonable. 

FF 98. As discussed in the section on Uncollectibles, it is reasonable to use the 
uncollectibles formula embedded in the RO model which results in an 
uncollectibles amount of $3.114 3.077 million. 

FF 99. As discussed in the section on franchise fees, it is reasonable to use the franchise 
fee factors embedded in the RO model which results in a total franchise fees 
amount of $57.215 56.531 million. 

FF 120. We are persuaded by TURN’s logic, that over the long term, ratepayers for 
both SDG&E and SoCalGas will end up paying higher rates than they would 
have had the Applicants not implemented the change to their accounting 
method until 2016. 

FF 123. D.13-05-010, which addressed Applicants’ TY 2012 GRC applications, was 
not adopted by the Commission until May 9, 2013, and there were 
opportunities for the Applicants to bring the change in accounting method to 
the attention of the Commission and the parties before then, even though 
Applicants were not required to do so under the Commission’s then-operative 
procedural rules. 

FF 126. The income tax expense presented in the Applicants’ TY 2012 GRC 
applications did not include the tax repairs accounting method change that 
was later claimed on SDG&E’s 2011 tax return and on SoCalGas’ 2012 
tax return, and thus , and the failure of the Applicants to disclose these 
changes to the Commission’s attention before D.13-05-010 was issued, 
did not provide the Commission with an accurate a revised forecast of the 
deductions for repairs that would be taken over the course of the 2012 to 
2015 GRC cycle. 

FF. 129. The permanent rate base reductions that are adopted today are based on the net 
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present value of the future excess costs to ratepayers resulting from the 
Applicants’ tax treatment for the repairs deductions from 2011 2012-2015 
2014, compared to the cost if no change in the repairs deduction was made until 
2016.

FF 130. The rate base reductions, as calculated by the RO model, have the effect of 
reducing SDG&E’s revenue requirement for TY 2016 by $9.404 $3.954 million 
($1.624 million for gas, and $7.780 million  for electric), and by $7.447 $2.656 
million for SoCalGas. 

FF 139. An adjustment should be made for bonus depreciation because the TY 2016 
GRC applications of the Applicants only reflect bonus depreciation as a result of 
ATRA (tax year 2013) and TIPA (tax year 2014), but does not reflect bonus 
depreciation as a result of the PATH, which extended bonus depreciation for 
2015 and through the TY 2016 GRC cycle. 

FF 140. If the bonus depreciation from PATH is not reflected during the TY 2016 GRC 
cycle for SDG&E and SoCalGas, their revenue requirements are likely to be 
higher and their ratepayers will pay higher rates as a result. 

FF 141. Due to the PATH, the Applicants can take advantage of the bonus depreciation 
for tax years 2015 through 2018, and the additional depreciation that can be 
claimed is likely to have a material effect on the depreciation that can be 
claimed. 

FF 142. If the effects of the PATH are not reflected in the TY 2016 GRC cycle, the ADIT 
for TY 2016 will be lower, which will increase the amount of rate base, which in 
turn will result in an increase of the Applicants’ return on rate base.

FF 143. Including an adjustment to bonus depreciation for 2015 and 2016 will result in a 
reduction of $9.390 (s/b 10.735) million to the revenue requirement of SDG&E, 
and a reduction of $12.784 million to the revenue requirement of SoCalGas. 

FF 157. As discussed in the section on miscellaneous revenues, the amount of $20.061 
20.057 million is reasonable. 

FF 213. As discussed in the SoCalGas section on administrative and general, the O&M 
costs of $377.270 377.267 million is reasonable. 

FF 220. As discussed in the SoCalGas section on franchise fees, the use of the embedded 
franchise fee factor in the RO model, which results in $30.352 30.075 million, is 
reasonable. 

FF 224. As discussed in the SoCalGas section on taxes other than on income, the 
methodology agreed to by the settling parties, and which generated the amount 
of $95.433 94.948 million, is reasonable. 
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FF 227. Using the agreed upon rate base amount of $4,137,633,000 3,974,851,000 and 
rate of return of 8.02%, results in the TY 2016 return on rate base amount of 
$331.838 318.783 million. 

FF 228. As discussed in the SoCalGas section on miscellaneous revenues, the amount of 
$99.280 98.685 million is reasonable.
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Proposed Revisions To Conclusions Of Law (CL) 

CL 37. For the reasons stated in today’s decision, a permanent an adjustment to the rate 
base of SoCalGas and SDG&E is warranted due to the change in accounting 
method for the repairs deduction. 

CL 39. One could argue that the Applicants’ failure to bring these material differences 
to the attention of the Commission should be considered a violation of Rule 1 
of the Commission’s Rules of Practice and Procedure. 

CL 42. To allow this material change to escape the Commission’s review merely 
because of the Applicants’ timing of the tax change, and the Applicants’ 
failure to bring this material change to the attention of the Commission, would 
be unjust and unreasonable under the circumstances. 

CL 52: The Applicants shall be directed to notify the Commission of any tax-related 
changes, any tax-related accounting changes, or any tax-related procedural 
changes that materially affect, or may materially affect, revenues and 
establish a memorandum account to track any revenue differences if 
applicable.   Applicants should create a two-way Tax Accounting 
Memorandum Account to track all tax changes during this GRC period, in a 
manner consistent with our decision in Southern California Edison 
Company’s 2015 GRC, as reflected in D.15-11-021, Conclusion of Law 142. 

CL 53. “Materially affect” means $3 million or more. 

CL 54. Since the Attachment 1 Settlement Agreement for both SDG&E and SoCalGas 
does not address the extension of bonus depreciation, that provision of the 
SDG&E settlement and the SoCalGas settlement is unreasonable and not in the 
public interest because of the Applicants’ ability to use bonus depreciation for 
the tax years of 2015 through 2018, and that portion of the settlement agreement 
should be rejected. 

CL 56.   To ignore the effects of the PATH, when the Applicants have applied bonus 
depreciation for 2015, and presumably will do so for tax year 2016, would be 
unreasonable and not in the public interest because of the effect on the revenue 
requirements and the rates that ratepayers will have to pay. 

CL 57.   The Commission should adopt an adjustment to the TY 2016 revenue 
requirements of SDG&E and SoCalGas that reflects the inclusion of bonus 
depreciation for tax years 2015 and 2016.
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CL 58.   An adjustment to the TY 2016 revenue requirements of SDG&E and SoCalGas 
for bonus depreciation is consistent with the Rate Case Plan in which known 
changes in the tax laws should be reflected, and the Commission should exercise 
its discretion to take into account the change in the tax law.
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A.14-11-003, A.14-11-004 
SoCalGas

APPENDIXB
PROPOSED/REVISION

Correction to Tax Basis Related to 2015 Tax RepairsMemorandumAccount

Purpose of Adjustment: SoCalGas forecasted repairs deductions of $88 million for 2015 in its ROmodel. Since these amounts are tax repair
deductions, they cannot be subject to tax depreciation as well, so a basis adjustment equal to the forecasted repairs deduction of $88 million
was made before computing tax depreciation on capital additions in the ROmodel. However, per the Proposed Decision, actual results
tracked in the tax repairs memorandum account will be flowed to ratepayers as a reduction to tax expense in the cost of service. Therefore,
a corollary adjustment is needed to revise the tax depreciation basis adjustment for 2015 in the ROmodel to match the actual gross 2015
repairs deduction of $141 million. If this correction to tax basis is not made, the bonus depreciation deduction will be overstated.

The revised tax basis adjustment reconciles to incremental revenue requirement impact of the 2015 repairs deduction as follows:

2015

Federal State

Gross 2015 Repairs Deduction (Federal Portion Equals the Revised Tax Basis
Adjustment) 1 [a]

$ (141,171) $ (140,449)

2012 2015 Depreciation Offset for Repairs at a Book Depreciation Rate of 2.84% [b] 15,807 15,807
2015 Repairs Deduction, Net of Depreciation [c] = [a]+[b] (125,364) (124,642)

Percentage Repair Allowance ("PRA") Gross Repairs Deduction for 2015 as Reflected in
the 2012 GRC 2 [d] (16,574) (48,061)

Add back: Depreciation Offset at Book Depreciation Rate of 2.84% [e] 471 1,365
Percentage Repair AllowanceMethod Deduction, Net of Depreciation [f] = [d]+[e] (16,103) (46,696)

Difference Between Repairs and PRAMethod [g] = [c] [f] (109,261) (77,946)

Incremental Tax (Benefit) / Expense [h] = [g]*tax rate (38,241) (6,890)
Federal (Benefit)/Expense of State Incremental Tax [i] 2,412
Total Incremental Tax (Benefit) / Expense [j] = [h]+[i] (35,830) (6,890)

Revenue Requirement Gross Up Factor [k] 1.68746 1.68746
Incremental Revenue Requirement Impact of 2015 Repairs Deduction [l]= [j]*[k] (60,461) (11,627)

Incremental Revenue Requirement Impact of 2015 Repairs Deduction per the Form 8K
filed onMay 25, 2016 Sum of [l] $ (72,089)

NOTES:
1Only the federal amount of the basis adjustment is taken into account for purposes of correcting the bonus depreciation calculation
because California does not conform to the federal bonus depreciation rules.
2 Calculated as the 2012 Test Year Amount with Escalation Factors Applied through 2015.

The following are the files, tabs, and cells changed in the ROModel:

File name: taxSCGDeferred.xlsb, Tab: "2015RMFedDepronAdds", Cell: C15, Amount:
($110,819)
File name: taxSCGDeferred.xlsb, Tab: "2015RMFedDepronAdds", Cell: E15, Amount:
($30,352)
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A.14-11-003, A.14-11-004 PROPOSED/REVISION
APPENDIXB

SDG&E
Correction to Tax Basis Related to 2015 Tax RepairsMemorandumAccount

Purpose of Adjustment: SDG&E forecasted electric distribution repairs deductions of $82million for 2015 in its ROmodel. Since these
amounts are tax repair deductions, they cannot be subject to tax depreciation as well, so a basis adjustment equal to the forecasted repairs
deduction of $82 million was made before computing tax depreciation on capital additions in the ROmodel. However, per the Proposed
Decision, actual results tracked in the tax repairs memorandum account will be flowed to ratepayers as a reduction to tax expense in the cost
of service. Therefore, a corollary adjustment is needed to revise the tax depreciation basis adjustment for 2015 in the ROmodel to match
the actual gross 2015 electric distribution repairs deduction of $84 million. If this correction to tax basis is not made, the bonus depreciation
deduction will be overstated.

The revised tax basis adjustment reconciles to incremental revenue requirement impact of the 2015 repairs deduction as follows:

2015

Federal State

Gross 2015 Repairs Deduction (Federal Portion Equals the Revised Tax Basis
Adjustment) 1 [a] $ (83,559)

2011 2015 Depreciation Offset for Repairs at a Book Depreciation Rate of 3.78% [b] 15,313 15,313
2015 Repairs Deduction, Net of Depreciation [c] = [a]+[b] (68,246) (68,246)

Percentage Repair Allowance ("PRA") Gross Repairs Deduction for 2015 as Reflected in
the 2012 GRC 2 [d] (10,561) (50,370)

Add back: Depreciation Offset at Book Depreciation Rate of 3.78% [e] 798 3,808
Percentage Repair AllowanceMethod Deduction, Net of Depreciation [f] = [d]+[e] (9,763) (46,562)

Difference Between Repairs and PRAMethod [g] = [c] [f] (58,483) (21,684)

Incremental Tax (Benefit) / Expense [h] = [g]*tax rate (20,469) (1,917)
Federal (Benefit)/Expense of State Incremental Tax [i] 671
Total Incremental Tax (Benefit) / Expense [j] = [h]+[i] (19,798) (1,917)

Revenue Requirement Gross Up Factor [k] 1.68746 1.68746
Incremental Revenue Requirement Impact of 2015 Repairs Deduction [l]= [j]*[k] (33,409) (3,235)

Incremental Revenue Requirement Impact of 2015 Repairs Deduction per the Form 8K
filed onMay 25, 2016 Sum of [l] $ (36,643)

NOTES:
1Only the federal amount of the basis adjustment is taken into account for purposes of correcting the bonus depreciation calculation
because California does not conform to the federal bonus depreciation rules.
2 Calculated as the 2012 Test Year Amount with Escalation Factors Applied through 2015.

The following are the files, tabs, and cells changed in the ROModel:

File name: taxSDGEDeferred.xlsb, Tab: "2015RMFedDepronAdds", Cell: C15, Amount:
($83,559)

$ (83,559)


